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Independent Anditors' Report

Board of Commissioners
Regional Transit Authority:

We have audited the accompanying statements of net assets of Regional Transit Autharity (RTA) as of
December 31, 2004 and 2003, and the related statements of revenues, expenses and changes in net assets,
and cash flows for the years then ended. These financial staternents are the responsibility of RTA's
management. Qur responsibility is to express an opinion on these financial statements based on our
andits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States. Those standards require that we plan and
perform the audit to obtain reasonable assurance about whether the financial statements are free of
material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts
and disclosures in the financial statements. An audit also includes assessing the accounting principles
used and significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of RTA as of December 31, 2004 and 2003, and the respective changes in financial
position and its cash flows for the years then ended in conformity with accounting principles generally
accepted in the United States of America.

The Management’s Discussion and Analysis on pages 3 through 12 is not a required part of the basic
financial statements but is supplementary information required by the Governmental Accounting
Standards Board. We have applied certain limited procedures, which consisted principally of inquiries of
management regarding the methods of measurement and presentation of the supplementary information.
However, we did not audit the information and express no opinion on it,

In accordance with Government Auditing Standards, we have also issued a report dated June 23, 2005 on
our consideration of RTA’s internal control over financial reporting and our tests of its compliance with
certain provisions of laws, regulations, contracts and grants. That report is an integral part of an audit
performed in accordance with Government Auditing Standards and should be read in conjunction with
this report in considering the results of our audits.
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Our audits were conducted for the purpose of forming an opinion on the basic financial statements taken
as a whole. The other supplementary information as listed in the Table of Contents is presented for
purposes of additional analysis and is not a required part of the basic financial statements. Such
information has been subjected to the auditing procedures applied in the audit of the basic financial
staternents and, in our opinion, is fairly stated in all material respects in relation to the basic financial

statements taken as a whole.

June 23, 2005




Regional Transit Authority
Management’s Discussion and Analysis
Year Ended December 31, 2004

This section of the RTA’s annual financial report presents a discussion and analysis of the RTA’s financial
performance during the fiscal year that ended December 31, 2004. Please read it in conjunction with the
RTA’s financial statements, which follow this section.

FINANCIAL HIGHLIGHTS
2004

The RTA continued its construction for the Canal Street Streetcar Line and preliminary engineering for the
Desire Street Streetcar Line during 2004. The RTA opened the Canal Street Streetcar Line for revenue
service on April 18, 2004. Construction expenditures during 2004 totaled $10.8 million. The Hotel/Motel
tax collected by RTA generated $4.5 million of revenues in 2004. Capital grants for the construction and
acquisition of property and equipment decreased by 46.6% to $27.5 million.

Comparison of Net Assets Fiscal Years 2004 and 2003
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The RTA continued its construction for the Canal Street Streetcar Line and preliminary engineering for the
Desire Street Streetcar Line during 2003. The RTA opened the Canal Street Streetcar Line for revenue
service on April 18, 2004. Construction expenditures during 2003 totaled $56.4 million. The Hotel/Motel
tax collected by RTA generated $4.3 million of revenues in 2003. Capital grants for the construction and
acquisition of property and equipment increased by 38.8% to $51.4 million.
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Comparison of Net Assets Fiscal Years 2003 and 2002
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OVERVIEW OF THE FINANCIAL STATEMENTS

This financial report consists of four parts: management’s discussion and analysis (this section), the basic
financial statements, the notes to the financial statements, and other supplementary information.

The financial statements provide both long-term and short-term information about the RTA’s overall
financial status. The financial statements also include notes that explain some of the information in the
financial statements and provide more detailed data. The statements are followed by a section of other
supplementary information that further explains and supports the information in the financial statements.

The RTA’s financial statements are prepared on an accrual basis in conformity with accounting principles
generally accepted in the United States of America (GAAP) as applied to government units. Under this
basis of accounting, revenues are recognized in the period in which they are earned, expenses are
recognized in the period in which they are incurred, and depreciation of assets is recognized in the
Statements of Revenues, Expenses, and Changes in Net Assets. All assets and liabilities associated with
the operation of the Authority are included in the Statements of Net Assets.

The Statement of Net Assets reports the RTA’s net assets. Net assets, the difference between the RTA’s
assets and liabilities, are one way to measure the RTA’s financial health or position. The decrease in the
RTA’s net assets during 2004 is an indicator of its financial health. The decrease is largely attributed to a
decrease in capital contributions as a result of the completion of the Canal Street Streetcar project.
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FINANCIAL ANAILYSIS OF THE RTA

2004 Net Assets

The RTA’s total net assets at December 31, 2004 reached approximately $115.6 million, a 13.6% decrease
from December 31, 2003 (See Table A-1). Total assets decreased 1.8% to $320.9 million, and total

liabilities increased 6.4% to $205.3 million.

Current assets
Restricted assets
Capital assets
Long-term assets
Total assets

Current liabilities
Long-term liabilities
Total liabilities

Net assets:

Restricted
Unrestricted (deficit)
Total net assets
Total liabilities and net assets

Regional Transit Authority’s Net Assets
(in thousands of dolars)

Invested in capital assets, net of related debt

Increase

2004 2003 {Decrease)
$ 54,064 $ 51,900 4.2%
2,475 2,434 1.7%
261,512 268,296 (2.5)%
2,844 4,049 (29.8)%
320,895 326,679 (1.8)%
38,150 43,282 (11.9%
167,143 149.629 11.7%
205,293 192,911 6.4%
123,042 141,955 (13.3)%
2,475 2,434 1.7%
(9.915) (10.621) (6.6)%
115,602 133,768 (13.6)%
$ 320,895 $ 326,679 (1.8)%
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2003 Net Assets

The RTA’s total net assets at December 31, 2003 reached approximately $133.8 million, a 37.1% increase
over December 31, 2002 (See Table A-2). Total assets increased 12.6% to $326.7 million, and total
liabihities increased 0.2% to $192.9 million.

Table A-2
Regional Transit Authority’s Net Assets
(in thousands of dollars)
Increase
2003 2002 {Decrease)

Current assets $ 51,900 $ 57,387 (9.6)%
Restricted assets 2,434 2,356 3.3%
Capital assets 268,296 226,330 18.5%
Long-term assets 4.049 4.089 (1.0)%
Total assets 326,679 290,162 12.6%
Current liabilities 43,282 47.316 (8.5)%
Long-term liabilities 149,629 145.287 3.0%
Total liabilities 192,911 192,603 0.2%

Net assets:
Invested in capital assets, net of related debt 141,955 108,119 31.3%
Restricted 2,434 2,356 3.3%
Unrestricted (deficit) (10,621 (12.916) (17.8)%
Total net assets 133,768 97,559 37.1%
Total liabilities and net assets $326.679 $290,162 12.6%

2004 Changes in Net Assets

The change in net assets at December 31, 2004 was approximately $18.2 million or 150.2% less than at
December 31, 2003. The RTA’s total operating revenues decreased by 0.1% to approximately $36.0
million, and total operating expenses increased by 18.3% to approximately $142.4 miltion. The changes in
net assets are detailed in Table A-3, and operating expenses are detailed in Table A-4.

Net assets invested in capital assets, net of related debt consists of capital assets net of accumulated
depreciation and reduced by the amount of outstanding indebtedness attributable to the acquisition,
construction, or improvement of those assets. When there are significant unspent related bond proceeds,
the portion of the debt attributable to the unspent proceeds are included in the calculation of this item.
Instead, that portion of the debt should be included in the net assets component restricted for construction
as an offset to the related bond proceeds outstanding.
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Operating Revenues:
Passenger fares
Other
Total operating revenues

Operating Expenses:

Operating expenses

Depreciation and amortization

Total operating expenses

Operating loss
Non-operating revenues-net
Capital contributions
Change in net assets

Total net assets, beginning of the year

Total net assets, end of the year

Table A-3
Regional Transit Authority’s Changes in Net Assets
(in thousands of dollars)

Increase
2004 2003 {(Decrease)
$34,720 $ 34,941 (0.6)%
1316 1,123 17.2%
36,036 36,064 0.1)%
120,796 103,070 17.2%
21,653 17,382 24.6%
142,449 120,452 18.3%
(106,413) (84,388) 26.1%
60,768 69,172 (12.1)%
27.479 51,425 (46.6)%
(18,166) 36,209 (150.2)%
133,768 97.559 37.1%
$115,602 $133.768 (13.6)%

Operating revenues declined by 0.1% to $36.0 million. The decrease in revenue resulted from a decline
in regular passenger ridership and student ridership offset by an increase in paratransit ridership. The
decline in passenger fares was accompanied by an increase in other operating revenues which increased

by 17.2% to $1.3 million.

Non-operating revenues decreased by 12.1% to $60.8 million. Federal and State of Louisiana grants and

subsidies increased $0.9 million or 5.8%.

Sales tax revenue decreased $8.8 million or 16.3% and
Hotel/Motel tax increased $0.1 million or 3.3%.

Capital contributions decreased by 46.6% to $27.5 million due to the decrease in grants earned on
construction of the Canal Street Streetcar project which was opened for revenue service in April 2004,

(Continued)



Table A-4
Regional Transit Authority’s Operating Expenses
(in thousands of dollars)
Increase
2004 2003 (Decrease)

Labor and fringe benefits $ 77,169 $ 68,191 13.2%
Depreciation 21,653 17,382 24.6%
Contract services 15,108 14,497 4.2%
Insurance and self-insured costs 14,662 7,848 86.8%
Materials, fuel, and supplies 9,508 7.863 20.9%
Utilities 1,942 1,614 20.3%
Purchased transportation 1,122 1,771 {36.6)%
Taxes, other than payroll 770 747 3.1%
Rent 250 169 47.9%
Miscellaneous 265 370 (28.4)%
Total operating expenses $142.,449 $120,452 18.3%

Labor and fringe benefits increased by 13.2% from 2003 to $77.2 million due to an increase in the
pension plan actuarial minimum contribution, increases in medical insurance and workers’ compensation,
the hiring of additional operators, and contractual wage increases.

Depreciation ¢xpenses increased by 24.6% to $21.7 million due to the Canal Street Streetcar Line being
placed in service in April 2004.

Insurance and self-insured costs increased by 86.8% to $14.7 million due to current year claims and
changes in estimates on previously existing claims.

Materials, fuel and supplies expense increased by 20.9% to $9.5 million due to increases in the price of
fuel for revenue and non-revenue vehicles and an increase in revenue vehicle parts needed for an aging
fleet. Utilities expense increased by 20.3% to $1.9 million due to an increase in fuel costs.

Purchased transportation decreased by 36.6% to $1.1 million due to a decrease in service hours provided
by contracted van and sedan services. These service hours were assumed by in-house operations,
including all lift van and sedan services.

2003 Changes in Net Assets

The change in net assets at December 31, 2003 was approximately $36.2 million or 103.3% more than at
December 31, 2002. The RTA’s total operating revenues decreased by 3.6% to approximately $36.1
million, and total operating expenses increased by 1.6% to approximately $120.5 million. The changes in
net asscts are detailed in Table A-5, and operating expenses are detailed in Table A-6.

Net assets invested in capital assets, net of related debt consists of capital assets net of accumulated
depreciation and reduced by the amount of outstanding indebtedness attributable to the acquisition,
construction, or improvement of those assets. When there are significant unspent related bond proceeds,
the portion of the debt attributable to the unspent proceeds are included in the calculation of this item.
Instead, that portion of the debt should be included in the net assets component restricted for construction
as an offset to the related bond proceeds outstanding.
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Table A-5
Regional Transit Authority’s Changes in Net Assets
(in thousands of doilars)
Increase
2003 2002 (Decrease)

Operating Revenues:
Passenger fares $ 34,941 $ 35,794 2.4)%
Other 1,123 1,628 {31.0)%
Total operating revenues 36,064 37.422 (3.6)%

Operating Expenses:
Operating expenses 103,070 101,086 2.0%
Depreciation and amortization 17,382 17415 0.2)%
Total operating expenses 120,452 118,501 1.6%
QOperating loss (84,388) (81,079) 4.1%
Non-operating revenues-net 69,172 61,845 11.9%
Capital contributions 51.425 37.047 38.8%
Change in net assets 36,209 17,813 103.3%
Total net assets, beginning of the year 97.559 79,746 22.3%
Total net assets, end of the year $133,768 $97,559 37.1%

Operating revenues declined by 3.6% to $36.1 million. The decrease in revenue resulted from a decline
in regular passenger ridership and student ridership. The decline in passenger fares was accompanied by
a decrease in other operating revenues which decreased by 31.0% to $1.1 million.

Non-operating revenues increased by 11.9% to $69.2 million. Federal and State of Louisiana grants and
subsidies increased $2.0 million or 13.7%. Sales tax revenue increased $6.2 million or 12.9% and
Hotel/Motel tax decreased $0.3 mllion or 6.1%.

Capital contributions increased by 38.8% to $51.4 million due to the grants earned on construction of the
Canal Street Streetcar project and preliminary engineering of the Desire Street Streetcar project.
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Table A-6
Regional Transit Authority’s Operating Expenses
(in thousands of dollars)
Increase
2003 2002 (Decrease)

Labor and fringe benefits $68,191 $61,743 10.4%
Depreciation 17,382 17,415 (0.2)%
Contract services 14,497 14,210 2.0%
Insurance and self-insured costs 7,848 12,702 (38.2)%
Materials, fuel, and supplies 7,863 7,228 2.8%
Utilities 1,614 1,390 16.1%
Purchased transportation 1,771 1,868 (5.2Y%
Taxes, other than payroll 747 810 (7.8)%
Rent 169 199 (15.1)%
Miscellaneous 370 936 (60.5)%
Total operating expenses $120,452 _ $118,501 1.6%

Labor and fringe benefits increased by 10.4% from 2002 to $68.2 million due to an increase in the
pension plan actuarial minimum contribution, increases in medical insurance and workers’ compensation,
the hiring of 53 additional operators and contractual wage increases.

Insurance and self-insured costs decreased by 38.2% to $7.8 million due to a cap on the self-insurance
reserve obtained during 2002 and several large payments made on settlement agreements during 2003,

Materials, fuel and supplies expense increased by 8.8% to $7.9 million due to increases in the price of fuel for
revenue and non-revenue vehicles and an increase in revenue vehicle parts needed for an aging fleet.

Utilities expense increased by 16.1% to $1.6 million due to an increase in fuel costs.

Miscellaneous expenses decreased by 60.5% to $0.4 million primarily due to decreases in dues and
subscriptions, travel and meeting expenses, and advertising expenses as a result of better control over
these miscellaneous expenses.

CAPITAL ASSETS AND DEBT ADMINISTRATION

2004 Capital Assets

As of December 31, 2004, the RTA had invested approximately $436.9 million in capital assets. Net of
accumulated depreciation, the RTA’s net capital assets at December 31, 2004 totaled approximately
$261.5 million. This amount represents a net decrcase (including additions and disposals, net of

depreciation) of approximately $6.8 million or 2.5% under December 31, 2003.

The approximate $134.4 million decrease in construction work in progress is primarily the result of the
Canal Street Streetcar Line being placed in service in April 2004.
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2003 Capital Assets

As of December 31, 2003, the RTA had invested approximately $422.2 million in capital assets. Net of
accumulated depreciation, the RTA’s net capital assets at December 31, 2003 totaled approximately
$268.3 million. This amount represents a net increase (including additions and disposals, net of
depreciation) of approximately $42.0 million or 18.5% over December 31, 2002.

The approximate $56.2 million increase in construction work in progress is primarily the result of
construction costs of the Canal Street Streetcar Line and preliminary engineering costs of the Desire
Street Streetcar Line.

2004 Debt Administration

The RTA continues to make its regularly scheduled payments on its 1998A Series Sales Tax Refunding
Bonds and its 1991 Series Sales Tax Revenue Bonds. During 2004, $2,575,000 in principal payments
were made.

The RTA has a loan agreement with the Louisiana Local Government Environmental Facilities and
Community Development Authority to borrow up to $65.8 million to finance the local match portion of
the Canal Street Streetcar and Desire Street Streetcar projects; approximately $59.0 million has been
borrowed against this facility. During 2004, $1,076,500 of loan repayments were made on the LCDA
Revenue Bonds.

The RTA issued certificates of participation during 2602 to advance refund its capital lease for 175 Orion
buses. A defeasance escrow was established with the net proceeds to make the minimum lease payments
on the capital lease until it can be prepaid in May 2005 and the lease was removed from the financial
statements. The RTA makes annual minimum payments of variable amounts including principat and
interest.

All bond debt and lease covenants have been met.
2003 Debt Administration

The RTA continues to make its regularly scheduled payments on its 1998A Series Sales Tax Refunding
Bonds and its 1991 Series Sales Tax Revenue Bonds. During 2003, $2,405,000 in principal payments
were made.

The RTA has a loan agreement with the Louisiana Local Government Environmental Facilities and
Community Development Authority to borrow up to $65.8 million to finance the local match pertion of
the Canal Street Streetcar and Desire Street Streetcar projects; approximately $40.8 million has been
borrowed against this facility. During 2003, $33.1 million of loan repayments were made on the LCDA
Revenue Bonds.

The RTA issued certificates of participation during 2002 to advance refund its capital lease for 175 Orion
buses. A defeasance escrow was established with the net proceeds to make the minimum lease payments
on the capital lease until it can be prepaid in May 2005 and the lease was removed from the financial
statements. The RTA makes annual minimum payments of variable amounts including principal and
interest.

All bond debt and lease covenants have been met.
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CONTACTING THE RTA’S FINANCIAL MANAGEMENT

This financial report is designed to provide our bondholders, patrons, and other interested parties with a
general overview of the RTA’s finances and to demonstrate the RTA’s accountability for the money it
receives. If you have questions about this report or need additional financial information, contact Mark
Major, Deputy General Manager of Finance/Administration, at (504) 248-3724.
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REGIONAL TRANSIT AUTHORITY

Statements of Revenues, Expenses and Changes in Net Assets

For the years ended December 31, 2004 and 2003

Operating revenues:
Passenger fares
Other

Total operating revenues

Operating expenses:
Labor and fringe benefits (note 1{a))
Depreciation
Contract services
Insurance and self-insured costs
Matertals, fuel and supplies
Ultilities
Purchased transportation
Taxes, other than payroll
Rent
Miscellaneous

Total operating expenses
Loss from operations

Nonoperating revenues (expenses):
Tax revenues:
Sales tax
Hotel/Mote] tax
Government operating grants:
Federal subsidy
State Department of Transportation
State training grant
Planning and technical study grants
Investment income
Interest expense

Total nonoperating revenues
Net loss before capital revenues
Capital contributions
Increase (decrease) in net assets

Net assets:
Balance, beginning of year

Balance, end of year

See accompanying notes to financial statements,
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2004 2003
34,720,356 34,940,831
1,315,940 1,123,228
36,036,296 36,064,059
77,169,459 68,191,048
21,653,238 17,382,308
15,108,051 14,497,240
14,661,851 7,847,994
9,508,119 7,862,708
1,941,709 1,614,020
1,121,515 1,771,282
769,940 746,899
250,212 168,772
265,280 369,705
142,449,374 120,451,976
(106,413,078) (84,387,917)
45,015,180 53,785,535
4,459,567 4,316,794
13,925,831 14,258,560
1,828,040 1,862,563
526,347 -
961,532 173,986
212,815 335,665
(6,161,659) (5,561,169)
60,767,653 69,171,934
(45,645,425) (15,215,983)
27,479,429 51,424,642
(18,165,996) 36,208,659
133,767,483 97,558,824
115,601,487 133,767,483




REGIONAL TRANSIT AUTHORITY

Statermnents of Cash Flows

For the years ended December 31, 2004 and 2003

Cash flows from operating activities:
Cash received from operations
Cash received from other sources
Cash paid to employees and for related expenses
Cash paid to suppliers

Cash paid for insurance, legal claims and related costs

Net cash used in operating activities

Cash flows from noncapital financing activities:
Cash received from sales tax
Cash received from hotel/motel tax

Operating subsidies received from other governments
Net cash provided by noncapital financing activities

Cash flows from capital and related financing activities:

Acquisition and construction of capital assets
Capital revenues from federal grants

Interest paid

Repayment of bonds

Repayment of capital lease obligation
Proceeds from bond sale

Net cash provided by (used in) capital
and related financing activities

Cash flows from investing activities:
Purchases of investment securities
Proceeds from sale and maturities of investment
securitics
Interest payments received

Net cash provided by investing activities
Net decrease in cash and cash equivalents
Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of year
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2004 2003
34,689,554 34,975,477
1,122,297 235,409
(78,290,770) (68,237,808)
(30,631,816) (26,885,083)
(10,374,636) (12,663,834)
(83,485,371) (72,575,839)
50,305,840 50,136,164
5,192,279 3,431,098
16,932,106 16,287,206
72,430,225 69,854,468
(20,570,897) (62,734,478)
21,975,000 55,865,739
(4,721,825) (4,107,987)
(3,651,500} (35,499,000)
(4,905,000} (3,795,000)
19,244,975 45,971,027
7,370,753 {4,299,699)
(11,352,017) (14,720,403)
13,019,680 21,369,451
212,815 335,665
1,880,478 6,984,713
(1,803,915) (36,357)
8,289,111 8,325,468
6,485,196 8,289,111
(Continued)



REGIONAL TRANSIT AUTHORITY
Statements of Cash Flows

For the years ended December 31, 2004 and 2003

2004 2003

Reconciliation of 1oss from operations to net
cash used in operating activities:
Loss from operations § (106,413,078) (84,387,917
Adjustments to reconcile loss from operations to net
cash used in operating activities:

Depreciation 21,653,238 17,382,308
Amortization of bond issue costs 532,579 712,808
Increase in allowance for doubtful accounts 95,455 12,674
Increase in accounts receivable (221,873) (136,173)
Increase in due from City of New Orleans - (807,692)
Decrease (increase) in prepaid assets 741,069 (653,372)
Increase in inventory (650,138) (262,655)
Increase (decrease) in accounts payable and accrued

expenses (2,388,527) 336,088
Decrease in deferred revenue - (717,000)
Decrease in amounts due to TMSEL (1,121,311 {(46,760)
Increase (decrease} in the provision for legal

and small claims liability 4,287,215 (4,008,148)
Net cash used in operating activities 5 {83,485,371) (72,575,839)

See accompanying notes to financial staterments.
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REGIONAL TRANSIT AUTHORITY
Notes to Financial Statements

December 31, 2004

(1) Summary of Significant Accounting Policies

{a)

(b)

Organization and Reporting Entity

The Regional Transit Authority (RTA) is an independent political subdivision of the State of
Louisiana created in 1979 by Act 439 of the Louisiana Legislature in order to provide mass
transportation within its jurisdiction, which comprises the Greater New Orleans arca. Effective
July 1, 1983 under a transfer agreement among the RTA, the City of New Orleans (the City) and
New Orleans Public Service, Inc. (NOPSI), the RTA assumed responsibility for all mass transit
operations in Orleans Parish and acquired transit-related assets and assumed certain transit-related
liabilities of NOPSI and of the City through purchase, funded by federal and local government
grants, and through contributions from the City. Subscquently, the RTA has also assumed
responsibility for mass transit operations of the City of Kenner. The RTA's area of service
presently comprises Orleans Parish and the City of Kenner in Jefferson Parish and may ultimately
include future transit operations throughout the Greater New Orleans area.

The RTA is governed by an eight-member Board of Commissioners composed of appointees of
the participating local governments within the RTA’s jurisdiction. The Board of Commissioners
establishes policies, approves the budget, controls appropriations and appoints an Executive
Director responsible for administering all RTA operations and activities. At December 31, 2004
and 2003, one position on the Commission was vacant.

The RTA holds title to substantially all assets and controls, or is entitled to, substantially all
revenue and funds used to support its operations and is solely responsible for its fiscal affairs.
The Board of Commissioners is authorized to issue bonds, incur short-term debt and levy taxes
upon approval of the voters in one or more of the parishes or municipalities served by the RTA.
Prior to December 2002, the RTA conducted substantially all of its transit and related operations
through Transit Management of Southeast Louisiana, Inc. (TMSEL), pursuant to the management
contract between RTA, TMSEL and Metro New Orleans Transit (METRQ). Effective December
17, 2002, the contract with METRO was terminated, but the contract as to TMSEL continued
with no disruption in transit service. The contract provided for a payout to METRO of $504,000,
which was disputed by RTA and was unaccrued as of December 31, 2003 pending final
settlement. In addition, the RTA disputed $675,000 in charges by METRO, which was also
unaccrued as of December 31, 2003, During February 20035, a settlement was agreed to in the
amount of $650,000, all of which is accrued as of December 31, 2004, The labor, fringe
benefits and other similar costs reflected in the statements of revenues, expenses and changes in
net assets are TMSEL expenses which are reimbursed by RTA pursuant to the management
contract.

The RTA is a stand-alone entity as defined by GASB 14, The Financial Reporting Entity. The
RTA is neither fiscally dependent on any other local government nor does it provide specific
financial benefits to or impose specific financial burdens on any other government. No other
potential component units meet the criteria for inclusion in the financial statements of the RTA.

Measurement Focus, Basis of Accounting, and Financial Statement Presentation

The accounting policies of the RTA conform to accounting principles generally accepted in the
United States of America as applicable to governments. The basic financial statements are
reported using the economic resources measurement focus and the accrual basis of accounting.
Revenues are recorded when eamed and expenses, excluding depreciation and amortization, are
recorded when a liability is incurred, regardless of the timing of related cash flows. The RTA has
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REGIONAL TRANSIT AUTHORITY
Notes to Financial Statements
December 31, 2004

no government or fiduciary funds. The RTA uses fund accounting to report its financial position
and results of operations. The RTA's accounts are organized into a single proprietary fund. The
enterprise fund (a proprietary fund) is used to account for operations (a) that are operated in a
manner similar to private business where the intent of the governing body is that the cost
{expense, including deprecation) of providing goods and services to the general public is financed
or recovered primarily through user charges or (b) where the governing body has decided that the
periodic determination of revenues earned, expenses incurred and/or changes in net assets is
appropriate for capital maintenance.

The RTA’s principal operating revenues are the fares charged to passengers for service.

The RTA applies all applicable FASB pronouncements issued on or before November 30, 1989 in
accounting for its operations unless those pronouncements conflict or contradict GASB
pronouncements.

Restricted Assets

Certain assets, principally consisting of cash and investments, are segregated and classified as
restricted assets, which may not be used except in accordance with state regulations or contractual
terms, under certain conditions.

Investments

Investments are stated at fair value and generally consist of U.S. Government and Agency
securities and time deposits. Fair value is based on quoted market prices. If quoted prices are not
available, fair value is estimated based on similar securities.

Inventories

Inventories, principally repair parts and supplies, are stated at cost, which approximates market.
Cost is determined by the average cost method.

Property, Buildings and Equipment

Property, buildings and equipment are recorded at cost. Depreciation and amortization is charged
to expense over the estimated useful lives of the assets and is determined using the straight-line
method. Expenditures for maintenance and repairs, which do not materially extend the useful life
of the asset, are charged to expense as incurred. The estimated useful lives used in computing
depreciation and amortization are:

Buildings 20 years
Buses and equipment 3-12 years
Streetcars, track system and related equipment 20-30 years
Furniture and fixtures 3-10 years
Leasehold improvements 3-5 years

Federal and State Grants

Federal and state grants are made available to the RTA for the acquisttion of public transit
facilities, planning studies, buses and other transit equipment, and lease maintenance services.
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Notes to Financial Statements
December 31, 2004

Unrestricted operating grants and grants restricted as to purpose, but not contingent on the actual
expenditures of funds, are recognized at that point in time when the right to the funds becomes
irrevocable. Where the expenditure of funds is the prime factor for determining the eligibility for
the grant proceeds, the grant is recognized at the time when the expense is incurred.

Compensated Absences

RTA is obligated to reimburse TMSEL for vacation when earned by TMSEL employees, either in
accordance with TMSEL’s general personnet policy or under certain TMSEL union agreements.
The total liability for accrued vacation at December 31, 2004 and 2003, included in current
liabilitiecs, was approximately $3.4 million and $3.3 million, respectively.

Cash Flows
For the purposes of the statements of cash flows, cash and cash equivalents include investments
with a maturity of less than one year.

Budgets and Budgetary Accounting

In accordance with Act 186 of the Louisiana Legislature and under authority granted to the Board
of Commissioners of the RTA within the Regional Transit Authority Act (Act 439), an annual
budget of revenue, expenses and capital expenditures is prepared under the accrual basis of
accounting, consistent with accounting principles generally accepted in the United States of
America. The budget is adopted by resolution of the Board of Commissioners after public
hearings are conducted and public input is received. The RTA, operating as an enterprise fund,
utilizes the budget and related budgetary accounting to assure that: (I) service objectives are
attained; (2) expenditures are properly controlled; and (3) adequate resources will be available to
finance current operations, repay long-term liabilities and meet capital outlay requirements. A
budget presentation is not required and has not been included in the financial statements.

Bond Issuance Costs and Refundings

Costs related to issuing bonds are capitalized and amortized based upon the methods used to
approximate the interest method over the term of the bonds.

Effective with fiscal years in 1994 and thereafter, gains and losses associated with refundings and
advance refundings are being deferred and amortized based upon the methods used to
approximate the interest method over the life of the new bonds or the remaining term on any
refunded bond, whichever is shorter.

Claims and Judgments

The RTA provides for losses resulting from claims and judgments, including anticipated
incremental costs. A liability for such losses is reported when it is probable that a loss has
occurred and the amount can be reasonably estimated. Actual losses may differ significantly
from RTA’s estimates. Incurred but not reported claims have been considered in determining the
accrued liability.
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(m) Deferred Revenue

Revenue collected more than one year in advance for interior and exterior bus and streetcar
advertising is deferred.

(n) Use of Estimates
Management of RTA has made a number of estimates and assumptions relating to the reporting of
assets and labilities to prepare these financial statements in conformity with accounting
principles generally accepted in the United States of America. Actual results could differ from
those estimates.

Cash and Investments

The RTA’s cash and investments consisted of the following:

December 31, 2004 December 31, 2003
Restricted Unrestricted _ Restricted _Unrestricted
Cash and money market $ 1,256,474 6,485,196 1,216,421 8,289,111
Investments, at fair value:

U.S. Government Treasury

and Agency securitics 1,218,484 4,802,647 1,217,025 6,513,445

Centificates of deposit - 355,336 - 353,713

1,218 484 5,157,983 1,217,025 6,867,158

$ 2,474,958 11,643,179 2,433,446 15,156,269

Actual cash in banks and certificates of deposit as of December 31, 2004 and 2003, for restricted and
unrestricted bank accounts, before outstanding checks and reconciling items, was $4,875,492 and
$6,876,559, respectively. Of the total bank balances at December 31, 2004 and 2003, all amounts were
covered by federal depository insurance ($300,000 and $301,935, respectively) or by collateral held in
the RTA's name by its agent ($6,614,102 and $6,823,215 respectively), except for amounts at one bank
in which deposits in excess of federal depository insurance and collateral held in the RTA’s name by its
agent amounted to $93,406 as of December 31, 2003. Actual cash in money markets accounts was
$6,908,631 and $8,171,652, respectively, and is included in cash and money market above. These
money market balances are uncategorized.

Investments are held in the name of the RTA by its agent and are classified as category 1 investments
under GASB 3 requirements. Statutes authorize the RTA to invest in direct United States Treasury
obligations; bonds, debentures, notes or other indebtedness issued or guaranteed by U.S. Government
instrumentalities which are federally sponsored or federal agencies that are backed by the full faith and
credit of the United States; short-term repurchase agreements; and time certificates of deposit at
financial institutions, state banks and national banks having their principal offices in Louisiana.

As of December 31, 2004 and 2003, approximately 31,218,000 and $1,217,000, respectively, of

restricted assets was pledged as collateral to the Louisiana Office of Workman’s Compensation to
maintain RTA/TMSEL s self-insurance certificate.
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{(3) Accounts Receivable

@

Accounts receivable consist of the following as of December 31:

2004 2003
Sales tax $ 10,147,067 9,159,656
Hotel/motel tax 1,164,763 1,897,475
Federal capital grants 25,242,234 20,029,788
State operating subsidy 429,885 120,241
Passenger (transpass and visitour) 1,168,459 972,581
Orleans Parish School Board 1,932,170 2,097,246
Kenner operating subsidy 84,725 148,465
Other 461,654 206,843

40,630,957 34,632,295

Less allowance for uncollectible amounts (537,465) (442,010)

$ 40,003,492 34,190,285

Property, Buildings and Equipment

A summary of changes in fixed assets follows:

January 1, December 31,
2004 Additions Deletions 2004

Land $ 6,988,812 - - 6,988,812
Buildings 85,247,283 11,276,943 - 96,524,226
Equipment, primarily

transportation vehicles 165,668,651 136,062,897 (212,600) 301,518,948
Furniture and fixtures 25,584,638 1,987,384 - 27,572,022
Construction in progress 138,705,309 10,809,842 (145,225,600) 4,289,551

422,194,693 160,137,066

(145,438,200) 436,893,559

Accumulated depreciation

and amortization (153,898,749)  (21,653,238)

170,079 (175,381,908)

3 268,295,944
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Notes to Financial Statements

December 31, 2004
January 1, December 31,
2003 Additions Deletions 2003
Land $ 6,988,812 - - 6,988,812
Buildings 85,212.221 35,062 - 85,247,283
Equipment, primarily
transportation vehicles 164,437,421 1,231,230 - 165,668,651
Fumniture and fixtures 23,670,522 1,914,116 - 25,584,638
Construction in progress 82,537,968 56,374,029 (206,688) 138,705,309
362,846,944 59,554,437 (206,688) 422,194,693
Accumulated depreciation
and amortization (136,516,441)  (17,382,308) - (153,898,749)
$ 226,330,503 268,295,944

At December 31, 2004 and 2003, equipment includes transportation vehicles under capital lease with a
net book value of $19,116,969 and $23,043,343, respectively. During 2004 and 2003, interest
capitalized was $422,242 and $1,224,131, respectively.

Due to City of New Orleans

The RTA has an agreement with the City of New Orleans (the City) to repay $5,891,177 for
overpayments of sales taxes collected by the City on behalf of the RTA, which was recorded against
sales tax collections for the year ended December 31, 2004. This amount is inclusive of an offset of the
amounts due from the City as of December 31, 2003 of $807,692. The repayments are to be made in
monthly installments ending March 2008 of $140,266 deducted from sales tax remittances from the
City. Deductions from sales tax remittances totaled $420,798 for the year ended December 31, 2004.
The balance remaining as of December 31, 2004 is $5,470,379.
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Long-term Debt

Long-term debt consisted of the following as of December 31:

2004 2003

1998 A Series, Sales Tax Refunding Bonds, interest rates between 6.8%
and 8%, due in annual principal debt service requirements ranging from
$1,130,000 to $2,815,000, final payment due December 2013 $ 18,995,000 20,405,000

1991 Series, Sales Tax Revenue Bonds, interest rates between 5.5% and
6.5% on current interest term bonds, and approximate yields of 7% and
7.10% on capital appreciation bonds, with annual principal debt service
requirements ranging from $348,633 to $1,500,000, final payment due
December 2021 13,455,733 14,620,733

2000 Series, LCDA Revenue Bonds, variable interest rate of 3.59% as
of December 31, 2004, due in annual principal debt service
requirements ranging from $155,100 to $2,372,500, final payment due
February 2025 29,455,113 30,208,313

2000A Series, LCDA Revenue Bonds, variable interest rate of 3.63% as
of December 31, 2004, due in annual principal debt service
requirements ranging from $181,700 to $1,970,600, final payment due
November 2029 29.524.856 10,603,181

91,430,702 75,837,227

Plus unamortized premium 1,617,887 1,936,394
Less current maturities 4,148,600 3,509,900

Long-term debt less current maturities $ 88,899 989 74,263,721
1998 A Bond Series

In September 1997, the RTA agreed to issue, not later than December 1, 1998, $26,080,000 in Sales
Tax Revenue Bonds, Series 1998A. The net proceeds of the 1998A Refunding Bonds of $29,786,335
was used to repay the principal and call premium on the outstanding 1988 Bonds and the anticipated
costs of issuance of $827,339. The remaining $2,357,396, representing the present value of the interest
savings to the RTA, was released to RTA in December 1997 upon execution of the Forward Bond
Placement agreement. A deferred premium of $2,918,093 was likewise recorded in December 1997
and was amortized beginning in 1998 over the life of the Series 1998 A Refunding Bonds.

The interest on the Series 1998A Refunding Bonds is due and payable on June 1 and December 1 of
each year through December 2013. The Series 1998A Refunding Bonds are secured by a pledge and
lien upon a portion of RTA’s one cent sales revenue {one-half of one percent upon items and services
subject to the sales tax). As a result of the 1997 effective date of this Forward Bond Placement
Agreement, the 1988 bond debt service restricted assets had been released by RTA’s trustee. Bond
issue costs were deferred and are being amortized over the life of the 1998A Refunding Bonds. The
unamortized premium related to the Series 1998A Refunding Bonds was $1,617,887 and $1,936,394 at
December 31, 2004 and 2003, respectively.
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1991 Bond Series

On December 26, 1991, the RTA issued $23,215,733 in Sales Tax Revenue Bonds, Series 1991. These
bonds are to be repaid over 30 years. The net proceeds of $22,968,624 (after original 1ssue discount of
$103,661 and payment of $143,448 in underwriting fees and costs) received by the RTA on the sale of
the bonds were applied as follows: (a) $19,193,382 was deposited in a reserve fund account designated
for capital projects, including, but not limited to, the St. Charles facility renovation and restoration of
streetcars used on the St. Charles Avenue Streetcar line, construction of maintenance facilities for the
Riverfront streetcar line and the acquisition of buses; (b) $1,513,528 was deposited in a reserve fund for
payment of interest costs; (¢) $1,596,845 was deposited in a reserve fund account to satisfy the reserve
fund requirement of the bonds; and (d) the remaining proceeds of $664,869 were used toward the
payment of issuance costs of the bonds. Bond issuance costs of $624,197 were recorded in August
2000 upon the release of debt service reserves for the 1991 Bond Series. These costs will be amortized
over the remaining life of the bonds.

The current interest and capital appreciation bonds are secured by a pledge and lien upon a portion of
the RTA's sales tax revenue (one-half of one percent upon the items and services subject to the sales
tax). The interest on the current interest bonds is due and payable on June 1 and December 1 of each
year through December 1, 2021. The interest for the capital appreciation bonds is due and payable in
series in 2012, 2015 and 2021. Bond issuance costs were deferred and are being amortized over the 30-
year life of the sales tax bonds.

In accordance with the requirements of the bond indentures, the RTA maintains, with a designated
trustee, certain restricted asset bond accounts. The RTA is in compliance with its bond covenants as of
December 31, 2004 and 2003,

2000 Series and 2000A Sernies — LCDA Revenue Bonds

Under agreements with the Louisiana Local Government Environmental Facilities and Community
Development Authority (LCDA), RTA may borrow up to $65,320,000 in funds to finance the local
match portion of the costs expected to be incurred in the construction of the Canal Street Streetcar and
Desire Street Streetcar Projects. The funds are provided from a portion of the proceeds of a Master
Indenture Agreement and the sale of revenue bonds by LCDA. For the 2000 Series, the amount drawn
down under this agreement as of December 31, 2004 and 2003 was $31,149,000, respectively. The
principal balance as of December 31, 2004 and 2003 is $29,455,113 and $30,208,313, respectively, of
which $798,000 is due in 2005. For the 2000A Serics, the amount drawn down under this agreement as
of December 31, 2004 and 2003 was $29.848,156 and $10,603,181, respectively. In addition to
scheduled monthly payments, a prepayment of $32,194,000 was made by RTA during December 2003,
The principal balance as of December 31, 2004 and 2003 is $29,524,856 and $10,603,181, respectively,
of which $590,600 is due in 2005. Total bond issuance costs of $160,787 were financed in 2001 and
monthly payments are required. These costs will be amortized over the remaining life of the agreement.
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The following represents the debt service requirements for the bond issues as of December 31, 2004:

2000 and 2000 and
1991 and 1991 and 2000A 2000A
1998A Bonds 1998A Bonds Bonds Bonds Total Total
Principal Interest Principal Interest Principal Interest

2005 $ 2,760,000 1,873,418 1,388,600 2,106,648 4,148,600 3,980,066
2006 2,965,000 1,671,218 1,467,100 2,055,286 4,432,100 3,726,504
2007 3,180,000 1,453,818 1,550,700 2,001,002 4,730,700 3,454,820
2008 3,415,000 1,220,493 1,639,100 1,943,612 5,054,100 3,164,105
2009 2,534,323 2,099,922 1,731,200 1,882,980 4,265,523 3,982,902
2010-2014 12,581,950 10,590,162 10,253,400 8,377,827 22,835,350 18,967,989
2015-2019 3,824,400 19,350,604 13,517,800 6,253,028 17,342,200 25,603,632
2020-2024 1,190,060 8,080,000 17,827400 3,451,423 19,017460 11,531,423
2025-2029 - - 9,604,669 872,090 9,604,669 872,106

$ 32,450,733 46,339,635 58,979,969 28,943,896 91,430,702 75,283,547

Changes in long-term debt
Long-term debt activity for the year ended December 31, 2004 and 2003 are as follows:
January 1, December 31, Due Within
2004 Additions Payments 2004 One Year
1998A Series, Sales
Tax Refunding Bonds $ 20,405,000 - {1,410,000) 18,995,000 1,520,000
1991 Series, Sales Tax
Revenue Bonds 14,620,733 - (1,165,000) 13,455,733 1,240,000
2000 Series, LCDA
Revenue Bonds 30,208,313 - (753,200) 29,455,113 798,000
2000A Series, LCDA
Revenue Bonds 10,603,181 19,244 975 (323,300) 29,524,856 590,600
$ 75,837,227 19244975 (3.651,500) 91,430,702 4,148,600
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January 1, December 31,
2003 Additions Payments 2003

1998 A Series, Sales
Tax Refunding Bonds $ 21,710,000 - {1,305,000) 20,405,000
1991 Series, Sales Tax
Revenue Bonds 15,720,733 - (1,100,000) 14,620,733
2000 Series, LCDA
Revenue Bonds 25,987,356 4,884,557 (663,600) 30,208,313
2000A Series, LCDA
Revenue Bonds 1,947,111 41,086,470 (32,430,400) 10,603,181

$ 65,365,200 45,971,027 (35,499,000) 75,837,227

TMSEL Pension Plan

The RTA provides for the pension expense of TMSEL employees pursuant to the management contract.
Effective August 19, 1986, TMSEL received from the Internal Revenue Service a favorable leiter of
determination and approval of its defined benefit retirement income plan (the Plan) covering
substantially all TMSEL employees. On October 15, 1986, the RTA completed the transfer of pension
fund assets from NOPSI to TMSEL, as called for under the terms of the Transfer Agreement between
NOPSI and the RTA. Net pension plan assets transferred totaled $35,059,639 as of the actuarial
valuation, dated June 30, 1986, nearest the date of transfer.

All TMSEL and former NOPSI employees over the age of 21 (age 25, if hired prior to January 1, 1985)
are eligible to participate in the Plan. Benefits vest after five years of benefit service. Those members
who retire at age 65 are entitled to annual retirement benefits for life in the amount equal to 1.5
{multiplier) percent (unless otherwise specified in the plan) of their five year average of compensation
times years of benefit service. The Plan also provides early retirement, postponed retirement, and death
benefits.

Members of Amalgamated Transit Union (ATU) Division 1560, effective February 2, 1990, received a
“30 and Out” Pension Service. Effective January 1, 1998, the TMSEL Pension Plan was amended to
increase the multiplier from 1.6% to 1.8% and to change the participation eligible age from 25 to 21 for
those employees hired prior to January 1, 1985. Effective January 1, 1999, the multiplier was increased
from 1.8% to 1.9%. Prior to February 2, 1990, members of ATU Division 1360 contributed 0.77% of
their weekly eamings to the Plan. To fund the “30 and Out” pension service, the members of ATU
Division 1560 began contributing an additional 2.23%. To fund the increase in the multiplier from
1.6% to 1.8% and to change the participation eligible age from 25 to 21, members of ATU Bivision
1560 contributed an additional 0.77%. To fund the increase in the multiplier from 1.8% to 1.9%,
members of ATU Division 1560 began contributing an additional 1.38%. Effective January 1, 2001, to
fund twenty percent (20%) of the increase in the multiplier from 1.5% to 1.8% and to change the
participation eligible age from 25 to 21 and one hundred percent (100%) of the increase in multiplier
from 1.8% to 1.9% for members of ATU 1611, members of ATU 1560 began contributing an additional
0.03%.
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Effective April 18, 1996, members of Amalgamated Transit Union (ATU) 1611 received a “30 and
Out” Pension Service and contributed 2.45% of gross wages. On January [8, 2001, the Plan was
amended to increase the multiplier from 1.5% to 1.8% for members of ATU 1611, and te change the
participation eligibility age from 25 to 21 for those employees hired prior to January 1, 1985, effective
January 1, 2001 with TMSEL paying 80% of the cost and the members of the Unions (ATU Division
1560 and ATU Division 1611) paying 20% of the cost. The Plan was further amended increasing the
multiplier form 1.8% to 1.9% with the members of Unions paying 100% of the cost. (These changes
were the result of the Collective Bargaining Agreement, whereas the ATU Division 1611°s membership
was combined with ATU Division 1560).

Effective October 1, 2001, ATU Division 1611 merged with ATU Division 1560 into the surviving
division, ATU Division 1560. On November 15, 2001, the Plan was amended to increase the multiplier
from 1.9% to 2.0% effective retroactively to October 1, 2001 for members of this surviving division.
The Plan was also amended to increase the multiplier from 2.0% to 2.1% effective July 1, 2003 for
members of ATU Division 1560. As of January 1, 2001, the total amount the Union contributes to the
Plan is 5.18% of total salary.

Members of International Brotherhood of Electrical Workers (IBEW) Local 1700-4, effective March
21, 1996, received a “30 and Out” Pension Service and contribute 2.45% of gross wages. Effective
July 1, 1998, the Plan was amended, changing the participation age in the Plan from 25 to 21 for those
employees hired prior to January 1, 1985. To fund this benefit, the Members of IBEW Local 1700-4
contribute 1.27% of gross wages. Since July 1, 1998, the total amount the Members of IBEW Local
1700-4 contribute to the Plan is 3.72%, which represents the contribution of 2.45% of gross wages for
the “30 and Out” Pension Service, plus the 1.27% of gross wages for changing the participation age in
the Plan from 25 to 21. Effective January 18, 2001, the Plan was amended to increase the multiplier
from 1.6% to 1.8%, with TMSEL paying 80% of the cost and the members of IBEW Local 1700-4
paying 20% of the cost effective February 28, 2001. The Plan was further amended to increase the
multiplier from 1.8% to 1.9% with members of IBEW Local 1700-4 paying 100% of the cost. To fund
this benefit, members of IBEW Local 1700-4 contribute an additional 1.83% of gross wages. On
November 15, 2001, the Plan was also amended to increase the multiplier from 1.9% to 2.0% effective
January 1, 2002. The Plan was further amended to increase the multiplier from 2.0% to 2.1% effective
July 1, 2003. As of November 15, 2001, the total amount members of IBEW Local 1700-4 contribute
to the Plan is 5.55% of total salary, which represents the 2.45% of gross wages for the 30 & Out
Pension Service, the 1.27% of gross wages for changing the participation age in the plan from 25 to 21,
and the 1.83% of gross wages for the increase in the multiplier from 1.8% to 1.9%.

On March 13, 2003, the Internal Revenue Service issued a favorable determination letter for the Plan
granting approval of a new optional form of payment. The Reduced Annuity Lump Sum (RAWLS)
provides a portion of the retirement benefit in a lump sum, plus a reduced monthly benefit. Members of
ATU Division 1560 and IBEW 1700-4 are eligible for this form of benefit which is effective
retroactively to Januvary 1, 2002,
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The following table sets forth the plan's funded status and amounts recognized in the Authority's
statcments of net assets due to TMSEL as of December 31:

2004 2003

Actnarial present value of benefit obligation § 175,430,040 151,063,679

Projected future compensation levels effect 23,577,748 24,353,848
Projected benefit obligation for
service rendered to date 199,007,788 175,417,527
Plan assets at fair value 124,995,105 113,435,806
Deficiency in plan assets over
projected benefit obligation (74,012,683)  (61,981,721)
Unrecognized prior service cost 15,515,000 13,936,511
Unrecognized net loss from past
experience different from that assumed (126,800) (210,775)
Unrecognized net liability 51,448 191 41 449 399
Accrued pension cost $  (7,176,292) (6,806,586)

Net periodic pension cost included the following components for the years ended December 31 and
are as follows:

2004 2003

Service cost - benefits earned during

the period b 3,607,092 2,918,251
Interest cost on projected benefit

Obligation 11,023,799 10,519,515
Actual return on plan assets (8,693,253}  (12,648,649)
Net amortization and deferral 3,862 506 8,826,561

Net periodic pension cost prior to
change in estimate h 9,800,144 9,615,678

The most recent projected pension benefit obligation was computed based on the actuarial valuation
performed as of January 1, 2004. Significant actuarial assumptions used in the valuation include (a) a
rate of return on the investment of present and future assets of 8.00% per year compounded annually,
(b} a discount rate of 6.25%, and (c} projected salary increases including an inflation component of
2.25%.

TMSEL funds actuarially determined pension costs when accrued. Any unfunded actuarial accrued
liability is amortized over twenty-five years. Pension expense, which is included in labor and fringe
benefits expense, was $10,232,445 and $8,370,679 in 2004 and 2003, respectively. The significant
actuarial assumptions used to compute the actuarially determined contribution requirements are the
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same as those used to compute the projected pension benefit obligation as described above. On May 7,
2003, the Internal Revenue Service approved a change in funding methed for the TMSEL Retirement
Plan which was effective retroactively to January 1, 2002. Under the new funding method, the actuarial
value of assets is determined using a method with a smoothing period of five years.

As of December 31, 2004 and 2003, the ERISA funding requirement of approximately $10,205,903 and
$8,188,809 is included in amounts due to TMSEL on the statements of net assets.

401(K) Plan

TMSEL employees participate in a 401(K) profit sharing and savings plan (the Plan) sponsored by
TMSEL. Employees who have elected to participate, and have 1000 hours of service and are 21 years
of age or older, or were employed as of the effective date of the Plan of April 1, 2002 are eligible to
participate. The Plan is subject to the provisions of the Employee Retirement Security Act of 1974
(ERISA). The Plan provides for discretionary matching contributions in an amount determined by
TMSEL on an annua] basis. The Plan also provides for annual profit-sharing contributions if approved
by the sponsor. Matching contributions are allocated only to participants who defer compensation
under the Plan. Profit sharing contributions are allocated to each participant in the ratic that such
participant’s compensation bears to the compensation of all participants, TMSEL did not make any
matching or profit sharing contributions in 2004 or 2003.

Other Post Employment Retirement Benefits

NOPSI Retirce Emplovees

As part of the Transfer Agreement among the RTA, NOPSI and the City, the RTA, through TMSEL,
began providing benefits for health care and life insurance to retired and disabled transit employees of
NOPSI. In addition, the RTA assumed liability for benefits payable to those employees who retired or
became disabled prior to July 1, 1983, On July 1, 1983, the actuarially determined present value of
such benefits was approximately $24,000,000. A preliminary actuarial valuation, performed in 1991,
indicated that the present value of future benefits, as of December 31, 1991, was $20,500,000. In
consideration for the assumption of liability under the terms of the Employee and Retiree Pension
Benefits Agreement (the Agreement), NOPSI and the City of New Orleans agreed to reimburse the
RTA for future health care and life insurance claims of retired and disabled transit employees of NOPS!
in amounts of $13,000,000 and $11,000,000, respectively, plus an interest factor of 9%.

Also, NOPSI paid $7,330,000 to the RTA for indemnification against any unforeseen losses arising
from the transaction, and this amount has been reflected by the RTA as employee benefits payable on
behailf of TMSEL and former NOPSI employees.

TMSEL Rectirees

The RTA, pursuant to the TMSEL management contract, underwrites benefits for health care and life
insurance to TMSEL retirees who were NOPSI transit employees prior to July 1, 1983. These
employees retain full retirement benefits under the plan. All other employees of TMSEL are not
cligible to receive post-retirement health and life insurance under the plan benefits. The health care
plan is self-insured and is financed on a pay-as-you-go-basis. During 2004 and 2003, total TMSEL
expense relating to the above plan for retirees was $1,919,718 and $1,754,104, respectively. As of
December 31, 2004, no actuarial evaluation of the plan has been performed.
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(10) Commitments and Contingencies

(@)

(b)

Operating Leases

The RTA is obligated under various operating leases for radic communications antenna space,
record storage space and copy machines. The operating leases contain renewal options for
varying periods at equal or increased annual rentals. Future operating lease payments for the
remaining lives of the leases following December 31, 2004 are as follows:

2005 $ 108,904
2006 93,600
2007 93,600
2008 93,600

Total lease and rental payments for the years ended December 31, 2004 and 2003 were $250,212
and $168,772, respectively.

Capital Leases

The RTA entered into a lease agreement to acquire 175 buses. As of December 31, 1999, the
RTA received the 175 buses. RTA issued $43,205,000 of certificates of participation in 2002
with stated interest rates ranging from 3.0% to 5.0% to advance refund the capital lease. The
amount of the certificates is net of premium of $2,183,493, which is being amortized over the life
of the new debt. The lease is due May 1, 2010, however; it can be prepaid beginning May 1,
2005. The certificates of participation were issued at par and after paying issuance costs of
$1,594,493, the net proceeds were $43,794,000. The net proceeds from the issuance of the
certificates of participation were used to purchase U.S. government securities and those securities
were deposited in an irrevocable trust with an escrow agent to provide debt service payments
until the lease can be prepaid on May 1, 2005. The advance refunding met the requirements of an
in-substance debt defeasance and the lease was removed from the RTA’s financial statements.
The reacquisition price exceeded the net carrying amount of the old lease by $4,844,338. This
amount is being netted against the new debt and amortized over the remaining life of the refunded
debt, which is equal to the life of the new debt issued. This advance refunding was undertaken to
reduce total debt service payments over the next 8 years by $605,529 and resulted in an economic
gain of $547,089. The RTA is reimbursed for 80% of its lease payments by federal grants from
the Federal Transit Administration. The reimbursements are included as federal subsidy revenue
to the extent of 80% of the interest expense on the capitalized lease; the remainder is credited to
capital contributions,
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The following is a schedule of future minimum lease payments under the capital lease and the
present value of the net minimum lease payments as of December 31, 2004:

Total
Present value of minimum
minimum lease lease
payments Interest payments
2005 $ 5,100,000 1,450,145 6,550,145
2006 5,355,000 1,186,114 6,541,114
2007 5,625,000 908,801 6,533,801
2008 5,905,000 684,558 6,589,558
2009 6,105,000 409,781 6,514,781
2010 6,415,000 93,552 6,508,552
34,505,000 4,732.951 39,237,951
Plus unamortized preminm 1,104,606
Less unamortized refunding loss 2,450,698
Less current portion 5,100,000
Long-term portion $ 28,058,908

(c) Contingencies

The RTA receives financial assistance directly from Federal agencies, which is subject to audit
and final acceptance by these agencies. In the opinion of management, amounts that might be
subject to disallowance upon final audit, if any, would not have a material effect on the RTA's
financial position.

(d) Grant Commitments

As of December 31, 2004 and 2003, the RTA is committed to funding local matching
requirements under grants for which a contractual obligation existed at the end of each year. The
outstanding federal share of grants at December 31, 2004 and 2003 totals approximately
$59,000,000 and $94,000,000, respectively, and requires commitments of local matching funds
totaling approximately $16,500,000 and $24,400,000, respectively. These amounts include
amounts outstanding from the full funding grant agreement for the Canal Street Streetcar Line,
which were approved in March 2003 and authorized in December 2004.

Self-insurance and Legal Claims

The RTA is, from time to time, involved in lawsuits arising in the ordinary course of its business,
Management provides for a provision for claims when such amounts are known or can be estimated.
The RTA is also exposed to various risks of loss related to torts, damage to and destruction of assets,
errors and omissions, injuries to TMSEL employees and natural disasters. The RTA is self-insured for
general liability claims up to $1,000,000 prior to April 1, 1996, $2,000,000 through January 25, 2002,
$500,000 through April 15, 2004, and $1,000,000 beginning May 27, 2005. Commercial insurance for
general liability covers annual claims in excess of up to $14,000,000 prior to April 1, 1996,
$10,000,000 through April 15, 2004, and $10,000,000 beginning May 27, 2005. The RTA is fully self-
insured for general liability claims for the period from April 15, 2004 through May 26, 2005. Settled
claims have not exceeded this commercial coverage in any of the past four fiscal years. Pursuant to the
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TMSEL management contract, RTA reimburses TMSEL for its employces' workers’ ¢compensation and
health care claims. Claim expenses and liabilities are reported when it is probable that the loss has
occurred and the amount of the loss can be reasonably estimated. These losses include an estimate of
claims that have been incurred but not reported.

At December 31, 2004 and 2003, $31,577,910 and $27,290,695, respectively, of accrued general
liability and small claim estimates were recorded to cover such claims. The long-term portion of these
accruals at December 31, 2004 and 2003, were $26,860,816 and $24,568,746, respectively. The
accruals, which are based upon experience with previous claims, the advice of counsel, and actuarial
evaluation are, in the opinion of management, sufficient to provide for all probable and reasonably
estimable claims liabilities at December 31, 2004 and 2003,

Changes in legal and small claims liability during the years ended December 31 were as follows:

Current year

Beginning claims and
of year changes in Claim Balance at
liability estimates payments year end
2002 $ 27,969,991 8,331,160 (5,002,308) 31,298,843
2003 $ 31,298,843 2,710,976 (6,719,124) 27,290,695
2004 $ 27,290,695 12,676,557 (8,389,342) 31,577,910

TMSEL’s self-insured reserves for workers’ compensation and health benefits are included in amounts
due to TMSEL on the statements of net assets and total $2,150,223 and $2,412,121 as of December 31,
2004 and 2003, respectively. As of December 31, 2004 and 2003, approximately $1,218,000 and
$1,217,000, respectively, of restricted assets was pledged as collateral to the Louisiana Office of
Workman’s Compensation to maintain RTA/TMSEL’s self-insurance certificate.

Management Fees and Other Reimbursed Expenditures

For the first nine months of 2001, the RTA, METRO, and TMSEL were operating under a five-year
contract dated November 1, 1997 under which METRO was to provide management and supervision of
the transit system’s operations, and TMSEL was to operate the system. A new contract among the
RTA, METRO, and TMSEL provided for similar services beginning October 1, 2001, The Civil
District Court later declared in a judgment that the effective date was not until October 1, 2002.
Management fees, reimbursement of expenses and expenses, including professional consulting services,
expensed under these contracts with METRO for the year ended December 31, 2002 were $758,874. A
portion of the 2002 expenditures related to capital items are capitalized. On December 17, 2002, the
contract with METRO was terminated, but the contract as to TMSEL continued with no disruption in
transit service. The October 1, 2001 METRO management services agreement provided for a payout to
METRO of $504,000 which was disputed by RTA and was unaccrued as of December 31, 2003
pending final settlement. In addition, the RTA disputed $675,000 in charges by METRO, which was
also unaccrued as of December 31, 2003. During Febmary 2005, a settlement was agreed to in the
amount of $650,000, all of which is accrued as of December 31, 2004. During essentially all of the
time during which the RTA had a contract with METRO and TMSEL, METRO was the sole
shareholder of TMSEL. On December 16, 2002, the RTA designated Interregional Transit, Inc., a
Louisiana non-profit corporation, to purchase the stock of TMSEL under a 1990 Buy-Out Agreement
between METRO and RTA for the amount of $25. There were no expenses under these contracts with
METRO and Interregional Transit, Inc. for the year ended December 31, 2003.
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(13) Related Parties

The RTA has a standing agreement with the City of New Orleans to provide mutually beneficial
services (interagency agreement). The RTA offset $1,200,000 in police and other services provided by
the City against state parish transportation fund proceeds appropriated by the State of Louisiana in 2004
and 2003.

The members of the Board of Commissioners who were paid a per diem for the attendance at board
meetings in calendar years 2004 and 2003 and were also reimbursed for out-of-pocket expenses
resulting from their participation in RTA activities as listed below.

The amounts received by each commissioner for the years ended December 31, 2004 and 2003 were as

follows:
Expense
Per Diem Reimbursement Total
2004
Daniel Alfortish $ 900 - 200
Charlotte Burnell 525 574 1,099
Walter Campbell 675 - 675
Dennis Dimarco 225 - 225
Barbara Major 825 - 825
Earline Roth 975 - 975
James Reiss, Jr. - 2,147 2,147
$ 4,125 2,721 6,846
Expense
Per Diem Reimbursement Total
2003:
Daniel Alfortish $ 900 - 900
Charlotte Burnell 675 240 915
Walter Campbell 900 - 200
Barbara Major 675 - 675
Earline Roth 900 - 900
James Reiss, Jr. - 109 109
b 4,050 349 4,399

(14) Rate Increase and Memorandum of Understanding

Effective September 19, 1999, the RTA and the City Council of the City of New Orleans entered into a
Memorandum of Understanding whereby the Council granted a $.25 rate increase in the basic fares of
the RTA and the RTA implemented a service and cost reduction plan. During 2000, the rate increase
became permanent. As of December 31, 2004, the base fare for buses and streetcars is $1.25 per one-
way ride.
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Postlethwaite & Netterville

A Professional Accounting Corporation
Associated Offices in Principal Citins.of the United States

www.pncpa.com

June 23, 2005

The Board of Commissioners
Regional Transit Authority
New Orleans, Louisiana:

We have audited the financial statements of the Regional Transit Authority (the Authority) as of and for the
year ended December 31, 2004, and have issued our report thereon dated Jume 23, 2005. Under auditing
standards generally accepted in the United States of America, we are providing you with the attached
information related to the conduct of our audit.

This report is intended solely for the use of the Authority, the Authority’s management and federa] awarding
agencies and pass-through entities, such as the State of Louisiana and the Legislative Auditors’ office and is
not intended to be, and should not be used for any other purpose.

Very truly yours,

(G L henils v Wit

30th Floor - Energy Centre  » 1100 Poydras Street  «  New Orleans, LA 70163-3000 +  Tel: 504.569.2978
2324 Severn Avenue. Suite A« Metairie. LA70001  +  Tel: 504.837.5890 =~ Fax: 504.834.3/N9



REGIONAL TRANSIT AUTHORITY

DECEMBER 31, 2004

Qur Responsibility Under Generally Accepted Anditing Standards

Our responsibility under auditing standards generally accepted in the United States of America is to express
an opinion on the basic financial statements of the Regional Transit Authority (the Authority) as of and for
the year ended December 31, 2004 based on our audit. In carrying out this responsibility, we assessed the
risk that the financial statements may contain a material misstatement, either intentional or unintentional, and
designed and conducted our audit to provide reasonable, not absolute, assurance of detecting misstatements
that are material to the financial statements, In addition, we considered the internal control structure of the
Authority to gain a basic understanding of the accounting system in order to design an effective and efficient
audit approach, although not for the purpose of providing specific assurance on the internal control structure.

Significant Accounting Policies

The significant accounting policies used by the Authority are described in the “Summary of Significant
Accounting Policies" note to the financial statements,

We noted no transactions entered into by the Authority during the year that were both significant and unusual,
and of which, under professional standards, we are required to inform you, or transactions for which there is a
lack of authoritative guidance or consensus,

Management Judgments and Accounting Estimates

Accounting estimates are an integral part of the basic financial statements prepared by management and are
based upon management's current judgments. Those judgments are normally based on knowledge and
experience about past and current events and assumptions about future events. Certain accounting estimates
are particularly sensitive because of the significance of the financial statements and because of the possibility
that future events affecting them may differ from management’s current judgments, We considered the
calculation of claim provisions and liabilities to be estimates that are significant due to the amount of
management’s estimate. Based on the testwork performed, we conclude that management’s estimate appears
reasonable at December 31, 2004,

Significant Audit Adjustments

We proposed adjustments to certain accounts which had a significant affect on the financial statement; these
adjustments related primarily to investments, long-term debt, inventory, property, tax revenue and
receivables, and amounts due to the City of New Orleans. We are not aware of any significant unrecorded
adjustments.



Disagreements With Management

There were no disagreements with management on financial accounting and reporting matters which, if not
satisfactorily resolved, would have caused a modification of our report on the Authority’s 2004 financial
statements.

Consultation With Other Accountants

To the best of our knowledge, management has not consulted with or obtained an opinion, written or oral,
from other independent accountants during the past year which were subject to the requirements of Statement
on Aunditing Standards No. 50, "Reporting on the Application of Accounting Principles."

Major Issues Discussed With Management Prior to Retention

There have been no major 1ssues discussed with management prior to our retention as your auditors,

Difficulties Encountered in Performing the Audit

We encountered no difficuitics in dealing with management in performing our audit.



REGIONAL TRANSIT AUTHORITY
Single Audit Reports

December 31, 2004



REGIONAL TRANSIT AUTHORITY
New Orleans, Louisiana

Single Audit Reports
December 31, 2004

Table of Contents

Page

Report on Internal Control over Financial Reporting

and on Compliance and Other Matters Based on

an Audit of Financial Statements Performed in

Accordance with Government Auditing Standards 1
Report on Compliance with Requirements Applicable

to the Major Program, on Internal Control over Compliance

in Accordance with OMB Circular A-133 and the Schedule

of Expenditures of Federal Awards 3
Schedule of Expenditures of Federal Awards 5
Notes to Schedule of Expenditures of Federal Awards 6
Schedule of Findings and Questioned Costs 7

Summary Schedule of Prior Audit Findings 10



P&N

Postlethwaite & Netterville

A Profassional Accounting Corporation
Assoclatad Offices In Principal Citiss.of the United States

www.pncpa.com

REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING
AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT
OF FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH

GOVERNMENT AUDITING STANDARDS

To the Board of Commissioners
Regional Transit Authority:

We have audited the financial statements of the Regional Transit Authority (the RTA) as of and for the year
ended December 31, 2004, and have issued our report thereon dated June 23, 2005. We conducted our audit
in accordance with auditing standards generally accepted in the United States of America and the standards
applicable to financial audits contained in Government Auditing Standards, issued by the Comptroller General
of the United States.

Internal Conirol Over Financial Reporting

In planning and performing our audit, we considered the RTA’s mternal control over financial reporting in
order to determine our auditing procedures for the purpose of expressing our opinion on the financial
statements and not to provide assurance on the internal control over financial reporting. Our consideration of
the internal control over financial reporting would not necessarily disclose all matters in the intemnal control
that might be material weaknesses. A material weakness is a reportable condition in which the design or
operation of one or more of the internal control components does not reduce to a relatively low level the risk
that misstatements caused by emror or fraud in amounts that would be material in relation to the financial
statements being audited may occur and not be detected within a timely period by employees in the normal
course of performing their assigned functions. We noted no matters involving the internal control over
financial reporting and its operation that we consider to be material weaknesses. However, we noted other
matters involving the internal control over financial reporting, which we have reported to management of the
RTA in a separate letier dated June 23, 2005.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the RTA’s financial statements are free of material
misstaternent, we performed tests of its compliance with certain provisions of laws, regulations, contracts and
grant agreements, noncompliance with which could have a direct and material effect on the determination of
financial statement amounts. However, providing an opinion on compliance with those provisions was not an
objective of our audit and, accordingly, we do not express such an opinion. The results of our tests disclosed
no instances of noncompliance or other matters that are required to be reported under Government Auditing
Standards.

30th Floor - Energy Centre = 1100 Poydras Street  +  New Orleans, LA 70163-3000 -  Tel: 504.569.2978
2324 Severn Avenue. Suite A+ Metairie. LA70001 = Tel: 504.837.5990 - Fax: 504.834.3609



This report is intended solely for the information of the RTA, the RTA’s management, and federal awarding
ageracies and pass-through entities, such as the State of Louisiana and Legislative Auditor’s Office, and is not
intennded to be and should not be used by anyone other than these specified parties. However, under
Louisiana Revised Statute 24:513, this report is distributed by the Legislative Auditor as a public docm:nent.
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REPORT ON COMPLIANCE WITH REQUIREMENTS APPLICABLE TO THE MAJOR
PROGRAM, ON INTERNAL CONTROL OVER COMPLIANCE IN ACCORDANCE WITH
OMB CIRCULAR A-133 AND THE SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

To the Board of Commissioners
Regional Transit Authority:

Compliance

We have audited the compliance of the Regional Transit Authority (the RTA) with the types of compliance
requirements described in the U. S. Office of Management and Budget (OMB) Circular A-133 Compliance
Supplement that are applicable to its major federal program for the year ended December 31, 2004. The
RTA’s major federal program is identified in the summary of auditors’ results section of the accompanying
schedule of findings and questioned costs. Compliance with the requirements of laws, regulations, contracts
and grants applicable to its major federal program is the responsibility of the RTA’s management. Our
responsibility is to express an opinion on the RTA’s compliance based on our audit.

We conducted our audit of compliance in accordance with auditing standards generally accepted in the United
States of America; the standards applicable to financial audits contaitied in Government Auditing Standards,
issued by the Comptroller General of the United States; and OMB Circular A-133, Audits of States, Local
Governments, and Non-Prafit Organizations. Those standards and OMB Circular A-133 require that we plan
and perform the audit to obtain reasonable assurance about whether noncompliance with the types of
gompliance requirements referred to above that could have a direct and material effect on a major federal
program occurred. An audit includes examining, on a test basis, evidence about the RTA’s compliance with
those requirements and performing such other procedures as we considered necessary m the circumstances.
We believe that our audit provides a reasonable basis for our opinion. Our audit does not provide a legal
determination on the RTA’s compliance with those requirements.

In our opinjon, the RTA complied, in all material respects, with the requirements referred to above that are
applicable to its major federal program for the year ended December 31, 2004. However, the results of our
auditing procedures disclosed instances of noncompliance with those requirements that are required to be
reported in accordance with OMB Circular A-133 and which are described in the accompanying schedule of
findings and questioned costs as items 04-1 and 04-2.
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Internal Control Over Compliance

The management of the RTA. is responsible for establishing and maintaining effective intemal contro] over
compliance with the requirements of laws, regulations, contracts, and grants applicable to federal programs.
In planning and performing our audit, we considered the RTA’s internal control over compliance with
requirements that could have a direct and material effect on a major federal program in order to determine our
auditing procedures for the purpose of expressing our opinion on compliance and to test and report on internal
conirol over compliance in accordance with OMB Circular A-133.

We noted a certain matter involving the internal control over compliance and its operation that we consider to
be a reportable condition. Reportable conditions involve matters coming to our attention relating to
significant deficiencies in the design or operation of the intemnal control over compliance that, in our
judgment, could adversely affect the RTA’s ability to administer a major federal program in accordance with
the applicable requirements of laws, regulations, contracts, and grants. A reportable condition is described in
the accompanying schedule of findings and questioned costs as item 04-1.

A material weakness is a condition in which the design or operation of one or more of the internal control
components does not reduce to a relatively low level the risk that noncompliance with applicable
requirements of laws, regulations, contracts, and grants that would be material in relation to a major federal
program being audited may occur and not be detected within a timely period by employees in the normal
‘course of performing their assigned functions. Our consideration of the internal control over compliance
would not necessarily disclose all matters in the internal control that might be material weaknesses. However,
we believe that the reportable condition described above is not a material weakness.

Schedule of Expenditures of Federal Awards

‘We have audited the financial statements of the RTA as of and for the year ended December 31, 2004, and
have issued our report thereon dated June 23, 2005. Our audit was performed for the purpose of forming an
opinion on the financial statements taken as a whole. The accompanying schedule of expenditures of federal
awards is presented for purposes of additional analysis as required by OMB Circular A-133, Audits of States,
Local Governments, and Non-Profit Organizations, and is not a required part of the financial statements.
Such information has been subjected to the auditing procedures applied in the audit of the financial statements
and, In our opinion, is fairly stated, in all material respects, in relation to the financial statements taken as a
whole.

This report is intended solely for the information of the RTA, the RTA’s management, and federal awarding
agencies and pass-through entities, such as the Siate of Louisiana and Legislative Auditor’s Office, and is not

intended to be and should not be used by anyone other than these specified parties. However, under
Louisiana Revised Statute 24:513, this report is distributed by the Legislative Auditor as a public document.
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June 23, 2005




REGIONAL TRANSIT AUTHORITY
New Orleans, Louisiana

Schedule of Expenditures of Federal Awards

For the year ended December 31, 2004

Federal Grantor/Program Title CFDA Number Expenditures

Federal Transit Administration — Federal
Transit cluster:

Capital Investment Grants 20.500 $ 27,549,228
Formula Grants 20.507 14,780,393
Total Federal Transit cluster 42,329,621

Federal Transit Administration;
Security/Emergency Management Drills None Specified 37,172
Total Federal Awards $ 42,366,793

See accompanying notes to Schedule of Expenditures of Federal Awards.



REGIONAL TRANSIT AUTHORITY
New Orleans, Louisiana

Notes to Schedule of Expenditures of Federal Awards

December 31, 2004

(1) General

@

(&)

The accompanying Schedule of Expenditures of Federal Awards presents the activity of the federal
awards of the Regional Transit Authority (RTA). RTA’s reporting entity is defined in note 1 to the
financial statements for the year ended December 31, 2004. All federal awards received from
federal agencies are included on the schedule.

Basis of Accounting

The accompanying Schedule of Expenditures of Federal Awards is presented using the accrual
basis of accounting, which is described in note 1 to RTA's financial statements for the year ended
December 31, 2004,

Relationship te Financial Statements

Federal awards are included in statement of revenues, expenses and changes in net assets as
follows:

Nonoperating revenues (expenses):
Government operating grants:

Federat subsidy $ 13,295,831
Planning and technical study grants 961,532
Capital contributions 27.479.429
$ 42,366,793



REGIONAL TRANSIT AUTHORITY
New Orleans, Louisiana

Schedule of Findings and Questioned Costs

Year ended December 31, 2004

(1) Summary of Auditors’ Results

(2)

3

()  The type of report issued on the basic financial statements: unqualified opinion

(b)  Reportable conditions in internal control were disclosed by the audit of the financial
statements: none reported; Material weaknesses: no

{c)  Noncompliance which is material to the financial statements: no
{d)  Reportable conditions in internal control over major programs: yes; Material weaknesses: no
{¢)  The type of report issued on compliance for major programs: unqualified opinjon

H Any audit findings which are required to be reported under Section 510(a) of OMB Circular
A-133: yes

(g) Major program:
Federal Transit Administration — Federal
Transit cluster:
Capital Investment Grants 20.500
Formula Grants 20.507
(h)  Dollar threshoid used to distinguish between Type A and Type B programs: $1.271.004
(1) Auditee qualified as a low-risk auditee under Section 530 of OMB Circular A-133: no

Findings Relating to the Financial Statermnents Reported in accordance with Government Auditing
Standards: None

Findings and Questioned Costs relating to Federal Awards: Listed as follows.
04-1 DAVIS-BACON ACT
Condition: While the provisions are included in construction contracts for Davis-Bacon prevailing

wages and for reporting by contractors, the RTA did not test compliance with the requirements of
the Davis-Bacon Act of individual contractors during 2004.

Criteria: As required by the Davis-Bacon Act, all laborers and mechanics employed by contractors
or subcontractors to work on construction contracts in excess of $2,000 financed by Federal
assistance funds must be paid wages not less than those established for the locality of the project
(prevailing wage rates} by the DOL.

Effect: The RTA cannot provide reasonable assurance that individual construction contractors are
complying with the requirements of the Davis-Bacon Act.
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REGIONAL TRANSIT AUTHORITY
New Orleans, Louisiana

Schedule of Findings and Questioned Costs, Continued

Cause: There are currently no procedures established to monitor compliance of individual
contractors other than the reporting requirement.

Recommendation: Procedures should be established to ensure that the actual compliance with the
requirements of the Davis-Bacon Act is tested.

RTA Response: The RTA agrees with the above finding and understands that it has been deficient
in its duty to monitor compliance of individual contractors and subcontractors to meet the
requirements of the Davis-Bacon Act. The RTA will immediately develop and implement a
procedure to monitor each of its contractors and subcontractors on contracts exceeding $2,000.00
to ensure that they are in compliance with the requirements of the Davis-Bacon Act. This will be
accomplished by testing a reasonable portion of the certified payroll submitted throughout the
project and ensuring that wages paid are not less than those established as prevailing wage rates
for this area.

04-2 PROPERTY LOCATIONS AND TAGGING

Condition: Of the thirty-four (34) items sampled by the Internal Audit Department for physical
existence and appropriate safeguarding and maintenance, four (4) items could not be located, the
location where three (3) items were found did not agree to the property ledger, two (2) items found
could not be traced to the property ledger, two (2) items were not properly tagged or tag numbers did
not agree to the property ledger, and the asset cost was not included on the property ledger for two
(2) items. In addition, multiple instances were noted where the property ledger descriptions were not
adequate to properly identify the assets. Exceptions generally relate to smaller moveable equipment.

Criteria: OMB Circular A-102 Common Rule requires an appropriate control system shall be used
to safeguard equipment.

Effect: RTA cannot ensure that its equipment is appropriately safeguarded.

Cause: While the RTA has procedures for equipment tagging and recording on the property ledger,
the procedures were not effective for the items tested.

Recommendation: The Accounting Department should ensure that (1) all items acquired have been
appropriately tagged and (2) all items acquired are recorded properly on the property ledger and can
easily be traced.

RTA Response: Since the Property Accountant’s position is currently vacant, temporary help is being
utilized to verify the inventory report, which is received from all the departments company-wide, to
the fixed asset module, noting any discrepancies to be corrected later. On completion of this
verification and necessary corrections, a report will be run and reconciled with the physical
inventory to address the problems noted.



REGIONAL TRANSIT AUTHORITY
New Orleans, Louisiana

Schedule of Findings and Questioned Costs, Continued
OTHER REPORTS

RTA reccived a final report dated September 24, 2004 from the Federal Transit Administration
regarding a Financial Management Oversight Review of the effectiveness of internal control over
RTA’s financial management system. This report noted several findings and recommendations. A
follow-up review was performed and the final report submitted on March 31, 2005. RTA is in the
process of addressing this report.

RTA received a draft report dated March 16, 2005 from the Federal Transit Administration
regarding a Procurement Systems Review. This report noted several deficiencies and required
corrective actions. RTA is in the process of addressing this report.



REGIONAL TRANSIT AUTHORITY
New Orieans, Louisiana

Summary Schedule of Prior Audit Findings

02-2 LIABILITY FOR DISPOSITION OF DESTROYED BUSES

Condition: Two buses destroyed in 2000 which were purchased with Federal funds were not
disposed of on the general ledger, and the related amount due to the Federal Transit
Administration was not recorded as a liability, until December 2002.

Current Status: The unrecorded liability prior to December 2002 was the result of executive
management’s unclear decision to purchase replacement buses. The RTA Board of
Commissioners awarded a contract to OCrion Bus Industries in March 2003 to purchase
replacement buses. Three buses were delivered during 2004. The liability has been adjusted to
offset the expenses incurred toward the purchase of the replacement buses.

03-1 REQUIRED ANNUAL PHYSICAL INVENTORY

Condition: The RTA did conduct the required annual physical inventory during 2003; however, the
results were not reconciled with equipment records.

Current Status: Subsequent to the Single Audit, efforts were made to fill the vacant Property
Accountant's position which is crucial in successfully performing the inventory reconciliation.
Unfortunately, the new hire for that position did not meet expectations and the position remains
vacant. The Director of Accounting plans to post the position again seeking a qualified individual
that can assist with the outstanding inventory reconciliation as well as the other task of the job. In
the meantime, a temporary employee has been hired to assist the Accounting Department.

The RTA will perform its next physical inventory by December 31, 2005. The reconciliation to
property records is expected to be completed by the first quarter of 2006.

03-2 PROPERTY LOCATIONS AND TAGGING

Condition: Of the thirty-three (33) items sampled by the Internal Audit Department for physical
existence and appropriate safeguarding and maintenance, three (3) items could not be located, the
location where four (4) items were found did not agree to the property ledger, four (4) items
found could not be traced to the property ledger, nine (9} items were not properly tagged or tag
numbers did not agree to the property ledger, and the asset cost was not included on the property
ledger for two (2) items. In addition, multiple instances were noted where the property ledger
descriptions were not adequate to properly identify the assets. Exceptions generally relate to
smaller moveable equipment.

Current Status: During the physical inventory performed by the Accounting Department, it was
also noted that there were some deficiencies. Since then, all untagged items have been tagged.
The location information and the necessary adjustments to the property records will be made
during the conclusion of the inventory reconciliation.

The management staff of RTA has been notified of this finding and has committed to better
communication with the Accounting department regarding the movement and tracking of

property.
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REGIONAL TRANSIT AUTHORITY
New Orleans, Louisiana

Summary Schedule of Prior Audit Findings, Continued
03-3 PROCUREMENT COST/PRICE ANALYSIS

Condition: Of the six (6) contracts tested, the bid tabulation and cost/price analysis was not
included in the file to support the procurement action for one (1) contract.

Current Status: The contract file cited for lacking documentation to support a cost/price analysis

was awarded in January 2003. Subsequently, procedures have been implemented to ensure that a
cost/price analysis is prepared for all procurements awarded.
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